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7KH ILHOG-RO |HGWNBOHVPKRZ WR G L YLIQGH KIBMIER
DPRQJ IHVGMHILWEB DQG ORFDO JRYHUQPHQWY WR L GrantA. Driessen RPLF
DFKLHYH YDULRXV SXE'GIMWHSROQDAEQ R BAWKH W 8 WHLY D Analystin Public Finance R |
UHVSRQVLELOLWLHYV LV GLIILFXOW EHFDXVH RIY IFWLY
JRYHUQPHQW \DKBMOBOBM 1MW FDO IHGHUDOLVP UF josephs. Hughes IUDOO
MXGIJPHQW RQ WKW RIBRRGIHQ DHQYWA. RWHUY HQW LR Research Assistant W SHV F
JRYHUQPHQWY VKRXOG SURYLGH 7KH UHVHDUFK WHDG
DVVLIJQHG DF ORVNWURXPMWIFBYOHU QPHQW RQFH SROL YH GH
LPSOHPHQW D JLYHQ SROIM P D EH ZIQIY\R OV HIBGLH _QJ LV

Y)RU H[DPSOH D PRUH SURPLQHQW IHGHUDO JRYHUQPHQW UROH PD\
DPRQEDIRWLHY DQG VWDWHY WR PLQLPL]H WD[HV RU ZKHQ WKHUH
DQG VHUYLFHVY $ PRUH DFWLYH VWDWH DQG ORFDO UROH PD\ EH EH
RI YDULDWLRQ DRRIQY WREB\GWMMYNHQ VD SRRYWGRIGIRMH Y DPHHQ W U Z K H ¢
HQRXJK LQIRUPDWLRQ WR HIITHFWLYHO\ DGPLQLVWHU D SURJUDP LV
LQLWLDWLYHV 7KHRULHV RI ILVFDO I @ZHWDODR QP CA\DLD & I KO HA XDV
VHY®ODDUYV RI JRYHUQPHQW

*HQHUDO LQWHUHVW LQ ILVFDO IHGHUDOLVP KDV LOQFUHDVHG IROOR
&RURQDYLUXV '&¥HDVHULW (DUO\ MXI1GHOWWY WHE WHVKVEIHKRZQ W
ILVEBIOSRQVLELOLWLHY DUH GLYYLHG XS DPRQJ WKH | HGKHWYWDWKILIRW H
KDMQFOXGHG ELOOLRQ LQ GLUHFW IHGHUDO DVVLVWDQMH WR VW
V X' S SRRIWUSVW R ELOOLRQ LQ VWDWH DQG ORFDO GHEW LVVXDQFHYV

7KLY UHSRUWDLEWWIRRFGRKREBHO RI ILVFDO IHGHUDOLVP $IWHU GHYHOR
LPSOLFDWLRQV NRBARY HW®& A HDQQMDW\V LV HRXYRHM[AWH @ KIHR @IV HF RV I (GRA RY!
UHDOLVWLF $VWKRSOWA RIQVPSOH LV SUHVHQWHG ZLWK M DRAK RR SWIILR(
WR GUDZ D FRQQHFWLRQ EHWZHHQ WKHRU\ DQG SUDFWLFH

9DULDVMOLBQHIMEHRFNMWQGLYLGXDWVYDIHY IREBW DEMH Y LW \ZKLRR VWD \
FDQ UHVSRQG WR DQ\ GLITHUHQFHV LQ GHPDQG IRU JRYHUQPHQW IU
MXULVGLFWLRQV PHDQZKQLO¥HE IYQ GHDIDAN B 8 TFEANY R &/ ORNHHPFDLUHNH WY K DOV
EHQHILW IURP IHGHUDO LQWHUYHQWLRQ

'"LITHUHIQF MNKH HITHFWLYHQHVYV RI WD[ DQG VSHQGLQJ SURJUDPV DFL
VWDWH JROYFHWIQRIM@®RWJ DV WKH YDULDWLRQ LV FRQQROGNVRVWRH BW
HITHRW\DQ\RQH RMRHN bl WWKFCHR W D Q GPHVY R DU W LLIPWHDVHG IHGHU
HIWHU @A WUHVHQW DFURVV PXOWLSEN VQ D\G A VQ 50 ERDBMLN HR E RV 1Y
|OH[LELOQWR EQIDPHQFH ILVFDO IHGHUDOLVP FKRLFHV

3UDFWLFDO H[DPSOHV ZLWK LPSOLFDWLRQV IRU ILVFDO IHGHUDOLVF
DRWLYLW\ GXULQJ HRRGRMBIGLG R ZQ BHRDEGFA XFDMDLMR Q DRQGGWB BQGS R U W
WRWDO OHYHO Rl WD[WDMDA\RQ SUHVHQW DFURVYV
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Fiscal Federalism: Theory and Practice

Introduction

7KH ILHIOWFRO |HEWNMBOHVPKRZ WR G L LIQFH XIBQMBEHRVQELOLW LH V
IHGHUDO VWDWH DQG ORMF®QRF HU @ Pl DM\ PARDIPGS DRKHHY H Y
SROLF\ REMKEW U¥IS\R UIWWEGNY A CREMUQ HG WR KEDQVLHA PREK @V W
RI ILVFDO |HGH U D CGHLFPQR RN MEGRRUDB GV B W M \/ S@IQQ/IFEH DWW L QR U
SXEORBLMNKBWULRXY OHYHO¥ Rl JRYHUQPHQW

*HQHUDO LQWHUHVW LQ ILVFDO IHGHUDOLVP KDV LQFUHDVHG IF
DFFRPSDQERURWRNLUXV '&€¥HDVIHUIW (DUO\ HYLGHQFH LV VXJJH
D OD U JHKRELWEBIOBRELOLW LHE DPRQILWIKG |HGBQ G O/ WROWHH QRIBQ
ORFDO JR Y HKIQP Y RIMPW OOXOGH G ELOOLRQ LQ GLUHFW IHGHUDO
ORFDO JRYHUQPHQWYV DIQVGX B/FRUSME R U D OETHO\OHL B QHE B EWVW DW H D Q
LVVXBQFHYV

8Q G H LE DWKLHF WRGHOP SWLRQV  WKHWKRHQF O WWIDR.D RWUPWZDQG WK H
VWDWH JRYHQBPBOMR/ RMOXUH WKDW WKH WRIMDBMKMHO RI JR)
FROOHFWENIHROZBOO URVWGEQQUWNMKWUBBWNBRQRW QHHG WR ZRUU
ZKLFK OHYHO R$URY H&HW WEEXEY N HXONQ RHWHAWR RO BR UMK H
EDVLF fRIBVX P\8 R/ [ERQR R U HDQIEDID[LSORILFH ZKDW WKRVH FKDQJHYV
UBIDWLYH JRYHUQPH® W XPFEWM UY RW W® H YXHDOPHR G DILB D VLPBQVF DW LR
WKH W\SH RI JRYRXQ® ISQWR GXEBWNVKH PRVW EHQHILW 2WKHU PR
KRZ JRYHUQPHQWYV GLYKGHKOM \GHBO QIEMQUAEERG D ® G\ SOH LV
SUHVHQWHK GPGEDW LRQ WR WINHDEDXPBREREDZ D FRQQHFWLRQ E
WKHRU\ DQG SUDFWLFH

'"HWHUPLQLQJ WKH RSWLPDO GLYLVLRQ Rl UHVSRQVLELOLWLHV |
YLHZV DERMNXKWMH 2KROOM RI JRYHUQPHQW VKRXOG EH $V D UHVXOW
JHQHUDOO\ UHQGH WK I 5 UWRKSSM/UR SIRBYWHHREDRW L Q R H UZYK-DQW WR §H V
RI VHUYLFHV JRYHUQPHQWYV VKRXOG SURYLGH ELKH W HNW DWAK |
DVVLIJQHG DFURVV PXOWLSOH OD\HUV RI JRYHUQPHQW RQFH SR
JLYHQ $ROA R\KDRIWUWDEHEH LQYROYHG LQ DGPLQLVWHULQJ LW

)RU H[DPSOH D PRUH SURPLQHQW IHGHUD O 2J B @HIFQRHDQW UROH
FROOHF VEHREZEH®D[SD\HUV FDQ HDWRBD®RWHHYFN@RE WWDWHV W
WD[HV RU ZKHQ WKHUH DUH VXWXWDB®WRYBRQY™HROURDG® HIIHFW
VHUYLFHVY $ PRUH DFWLYH VWDWH DQG ORERKHQRWKHRIH EH E H (
KLJK OHYHO RI YDULDWLRQ LQ W ISH Y \GLHIGRSUHBRRHEHR/E RV DLRYLIQU
HQRXJK LQIRUPDWLRQ WR RUUBIBW LYH®L DLEXIOQL VMW HU BXEWDWLF HC
KRXVLQJ LQLWLDWLYHVY 7KHRULHV RI ILVFDO IHGHUDOLVP FDQ
SROLFLHV WKDWHF ROOBUNM RRORMHUQPHQW

1 For a basic introduction to fiscal federalism, see Richard A. MusgEve Theory of Public Finand&ew York:
McGraw Hill, 1959).

2 Simplified formulas corresponding to thegoretical discussion are provideddippendix A, alongwith relevant
outside research where applicable. A summary of recent trends and levels fisddlSederalism can be found in
Appendix B.

3 Both provisions were created by the CARES ARtl(. 116136). For more information on the CARES Act, $8RS

Report R46299Coronavirus Aid, Relief, and Economic Security (CARES) Act: CRS Exppeitgilliam L. Painter
andDiane P. Horn
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$OW K ROKIK/ UH S RIOVW R IF ¥\VFHRERP QA DRRHWOQW DLQ UHRSRQVLELOLYV
WH YDULRXV OHY HOR/ORF \PROMHFREQP HRMU BERORRIF IDFWRUV ZKHC
ZHLIJKLQJ WKSRRHHOQWM RIFKDQJHV WR JRY HU QP SIS RGN Y LW\ (
GRHV QRWKHWRIGHH RV IHGHUDOLVP DV D SROLWLFDO V\VWHP RU
QRU GRHV LW HYDOXDWH WKH OHJDO LVVXHV LQKHUHQW LQ D I}
VWUXFWXUHV )RU PRU K RQ5W &RV W)B GCEHNHER\WHPGE HIHP LWDW LR QV
RQ &RQJUHVVLRQDO 3RZHU $Q 2YHUYLHZ

The Basic Model

7KLV VISEHWVRIQWY D EDV LMW RFRQ® RWLFE HDPHQWLYHY RI DVVLIQL
VSHQGLQJ DFWLYLWLHVHW@Q P$EQUALRXK/ DB HR\B RIDY R MW B H O L H
DVVXPSW PR \(IRME DWF XUDWHO\ UHIOHFW FHUWDLQ DVSHFWYV RI
$FNQRZOHGJLQJ WRENO MVK H [ BINGLE MRAARKD WWHFRIOBRR X QW IRU D
QXPEHU RRUBIGAREVHUYDWLRQV DQG VFHQDULRYV

,Q WKH EDVLF PRGHO WKHUH DUH WKUHH GLITHUHQWPHWFRQRPLF
7KH DVVXPSWLRQNUWEIRRXWDWKHDANHIROORZYV

X $VVXPSWLRQV DERXW JRYHUQPHQW EHKDYLRU

X *RYHUQPHQWY DUMHHIQ FRO\OHIFWEW L WD[HV DQG FDUU\LC
VSHQGLQJ SBRUHQPWVYDO F R\ GXGIHIIHDGWALIDGLW W UDW LY H
FRVWY DQG SURDUB A JRUIHHGV LQ J

X *RYHUQPHQW EXGJHWYHUUHP B DR WDNJPHR@GCL\QHTXMD O WR
UHFWLSW

X *RYHUQPRQWRD[LPL]H WKH FEGOQFWLYDOH; QHCHYLGHQWYV
7KH IHGHUDO JRYHUQPHQW FKRRVHV LWV WD[ DQG VSHQC
PD[LPL]LQJ WKH AFR{OQR FDLYERYIBHOOU HWDAMHD WYG ZKLOH V
ORFDO JRYHUQPHQWY DIOLEK RHNVWWREEGFDW\ ZL
JRYHUQRAHEWEHQGHQWO\ PDNH WKHLU RZQ WD[ DQG VSH
WKH JRDO RI PD[LEH|IL@J RV KDHO2Q HWDIOH UHVLGHQWYV LQ WKH
MXULVGLFWLRQ

X *RYHUQRBYOW IXO0 LQIRUPDWLRQ DERXW WKH DFWLRQV R
7KHHGHUDO JRYHUQPHQW PDNHV LWV GHFLVLRQV ZLWK D
VWDWH JRYHUQPHQWY ZLOO UHVSRQG DQG VWDWH JRYH
WKHG HRYBIUQPHQW ZLOO RSHUDWH

X $VVXPSWLRQV DERXW LQGLYLGXDOV DQG ILUPV

X $00 LQGLYLGXDIOWHDWEEHB@N QRUNDULDWLRQ LQ SUHIHUH
DFURVV LQGLYLGXDOV |BWURYWHQRRGY DFEWOHLWX U H
HEFRQRPLF MDUJRQ DOO LRWLOLGANNIQRBYDIEHDOKH VDPH
VXSSO\ FDSLWDO DQG ODERU GUR LGXPW UG FHHEXKBQ IHQ HD
LGHQWLFDO ZDJH DQG UHWXUQ RQ BBSHWRBWAKDW DUH |
,QGLYLGXDOV DQG ILUPV KDYH SUHIHUHQFHV IRU WRWDO
EHLQJ LQGEZIKBDWHQNY W®R R1 JRYHUQPHQM UWUWRYLGHY WKRV

4 Extensions of this basic model can prioritize the welfare maximization of certain segments of the population (e.g.,
low-income households or households with children, elderly, and/or disabled persons).

5 Fiscal federalism models can als® constructed to allow for ordered choices (e.qg., either the federal government or
state governments choose first). A simultaneous structure is presented here for sake of simplicity.

Congressional Research Senice 2
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DUHJBHF WO\ FRPSHWLWLYH DQG SURGXFH DQ DJJUHJDWH
HQGRZPHQWYV Rl ODERU DQG FDSLWDO QRQODERU UHVR

X ,QGLYLGXDOV DQG ILUPAWBRNIBIR WGP CFFOUR R\D O\
UHVSRQG WR SXEOLF SROLF\ FKDQJHVGWMKURXJK FKDQJHYV
FDQ UHVSRQG RQO\ WKURXJK FKDQJHV LQ SURGXFWLRQ

7R FRPSOHWH WPBN\EDRIW IFRRGBHDERXWHEXERBKDR BIR /G ¥ H3) G
VHUYIRAHV LP QL& W\D[HY DUH DV IROORZYV

X $VVXPSWLRQV DERXWEXBM[HVHUYLFHYV

X 6HUYRBHVSXUHDQWXNEOLBUH QR®XGHVIXKEOWE YHUYLFHV
DUMRQH[FOXGDEOH D QKRY H REINGHMMRK N BV HPQ G
QRQULYDO RIQHSURGUYDIFGXD® GRHV QRW DIIHFW LWV DYD|
RWKIBWRQGLVWRUWLQJ WD[SGRWID QRMW 6 KRLFGFH WK H

X 3XEOLF VHUYLFHV DQG WD[HV &R Q®RRW KD YH | A% MO0 ROYGHMR
F D OKD[M\VGH U QRPOAZMIBM R PHR Y H W MK DQG LYUBXDO RU
WKIDNLG D WD[ W R/ HUXGFBHELYEHSRWD.OX Y H RU QHJIDWLYH
| U RLRV

x 7D[ DQG EHQHILW OHYHOV GR QRW GHSHQG RQ LQGLYLG X
MXULVGLFWDR® JRYHUQPHQW SURGXFHV DQ HTXDO EHQH
LQ D VWDWH ZKLOH D MDGPHHUIRQY EDHOH LIQMG IGYRIB\K VKA
QDWLRQZLGH

8Q G H LE DWKLHF IRR\GWXOP SWLRQV WK HD 6 R GRY MHRUIRFHDNVNGK\W R HQ V X U
WKDW W KHHRS\GMAP\D DO MRHYUHWLE RONHORMDAOV WP D [L P 1ZH 8 2R\ D O

SURY IDGX¥R QR W R HHRG UA KRR RRYWEIR VH VAHKLYLBHVXOW VWHPV
VSHFLILFDOO\ IURP WRB IDALGXPOWI BRI MKIDGF HV IRU SXEOLF VHL
QRMHSHQGHQW RQ ZKLFK JRYHTRIPWH B WDIQA SW RDAVEH/G B WDEB PW E -
VW DBDVMHG ORFDY DFGHWEWWLROQWHERKXOG EH MXVW DV KDSS\ ZLWK
WKH IHGHUDO JRYHUQPHQW VSHQW WULOOLRQ DQG VWDWHYV
LQ D VLWXDWLRQ ZKHUH WKHWHGEODROQJRQIBUDRIH YW M\S HY W S H (

Extending the Basic Model

(IWHQGLQJ WKH EDVLF PRIEBID WHEY Y EWPRRERREGROWHLQ IRUPDWLRQ |
KRZ YDULRXV HFRQRPLF FRQGLWLRQV LQIOXHQFH\WIQKE SUHIHU U
KRZ WKRVH FKRLFHV W EDB QYO \WROWRZR QK UDIHV BB D QXPEHL
RI WKH EDV DR MWR\GHRBIVE ALY VLIKW LQWR KRZ JRYHUQPHQW UHVS
GLYLGHG DPRQJ IHGHUDO VW DWHF D\DAGK € B F DOIDU HR ¥ HQUX@ FEHHQ R

FRQIODWLQJ IDFWRUV HFRQRRBESDO GQQ R BHHF BEHRELRX \WRKFOPW V

SRVVLEOH WKH GLVFXVVLRQV UHIHUHQFH UHVHDUFK WKDW PD\

Varying Preferences

3HUKDSV WKH VLPSOHVW GHYLDWLRQ IURP VOKSIUED M UM @ RIB\H O L
DPRQQGLYLGXDOV DQGZIKRRRR YHERRL KDV &LW\ UXUDO :\RPLQ
RUXEXUEDQ )ORULGD DUH OLNHO\ WR IGRYIHH ¥V B QWD W LRHYV LR WRKR(
VHUYLFHVY DQG OHLV XU R Z&KLLIF K WZHQ@PHW ULIDQAIOMW HD QG KRZ P XF
LQWHUYHQWXRQ7WIRNGY R JN@IH UHDWBHDR LY WK LEKOO W R KLU
SURGXFIRREQRB! VHUYLSE R QQHMWAYAIXD OYJ GHRPBRGIMLFDWLRQ
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DIIHWVWGHH F L\RUIRQNVDW H JRYEFBQPHRHMYHUHQFHY LQ WKH TXDQWLW!
WKHLU UHVALE@EWW 8 G WKBIO JRYDBQSRQ® Z LWW KK DR RN Q WQ
RVHUYLFHV LW SURYLGHY DQG WD[HV LW OHYLHV

9DU\LQJ SU HIHMBH@E MR UHG XF H W KHHG PIIRTY ©1 X) Y RBIHUQ W & B
ZLEGBURYLGARLIOQEWLXZKHQ EREGHEOWRDH PLQHBKH EDVLF
PRGHF K VWDWHGGWRBEBQ/DPH DPRXQW RI JRYHUQPHQW DFWLYLW
FRXOG SURYLGH DOO RI WKRVH VHUYLFHV MXVWHIF\D XW®O DV LI
SUHIHUHQFHYV D FALRMMVQVRUOGHHVWR P D[LP M K H HIQGIRDDOZ HO I D U H
JRYHUQPHQW FDQQRW LQWHUYHQH PRUH WKDQ WKH PLQLPXP OF
VWRWKHUZRWDO JRYHUQPHQW SURYLVLRQ¥VHPIOCMGEW RHUBYVSBURY
RQH DEHMH[DPSOH DVVXPH WZR LGHRW IRFNEBOQPHOW &WBINHY
ELOOLRQ LQ WKH ILUVW VWDWH DQG ELOOLRQ LQ WKH VHFRQ
JRYHUQPHQW WR SURYLGH DW OHDVW ELOOLRQ LQ VHUYLFHV
JRYHUQPMDRMHH QWY WKHUHIRUH QHHG WR WDLORU WKH OHYHO
WR PHHW ZKDWHYHU H[FHVVVEHPDQ) G FHRX®Y W LQJ WK Y Lt ®HIMHDO
EHKDYLRU 7KH JUHDWHU WKH GLIITHUHQFHYV DUHHIQ WR¥HUQPHQ
VWDWH JRY HPXYRHBEMW WR PHEHIPQJH ZHOO

>SEeESel iS—™eZf1l eeZE+'YZ1 Sj1 SeZoe

7R VRPH GHJIHHHHQFHV LQ LQGLYEGRD O W\IDVMH\RQWOH Y BOVD W LR
WRKHR JRYHUQPHQW SUHIH® UHBOV.RREZIM WK H QMY B WHDDW HV Z LWK
HITHFWLYH WD[ UDWHYV DQG WK HH FLW HDY\WM YWADDIN @/\K . LPVRR K/ W/ KJHH FOHRQ W \
GDWDUDORQJ Z I6WOKY MAUKIHIEF W LY H(WBF WDWHWD[ UDWHYV DUH FDOF

DPRXQW RI VWDWH DQG ORFDO WD[ UHYHQXH FROOHFWHG GLYLC
, Q VWDWH DQG ORFDO WD[ FROOHRWDPQVSGADWRRQ@DLIGHFBPR

) R XRIW K H M IWYCHV H VK Z. 1L WHKV W K HH 1 U HDRWKILRYZHDMEEDK D PW RS PDUJLQD O

WD[ UBWHVERIARR KDW LV WKHKS® DWLR QMO DLYHHU DVKH ILYH VWDW
WKH ORZHVW HIIHFWWRIS WDIQUERPIDVWIDD Q) BEWHN EHORZ WKH QDW
7KUHH RI WK RO/RIUVED WHM Q HY KB M HD@DRG WODWNHBWDORG SHUVRQ!
LQFRPH ZKDS¥\DEMDPHUDQG 2NODKRPD ERWK KDYH D WRS PDUJLQL
6LPLODULWLHY EHWZHHQ HIIHFWLYH DQG PDUJLQDO WD[ UDWHYV
VRPH GHJUHH DQ LQWHQWLRQDO IXQFWLRQ Rl WKH VWDWH WD]

Table 1. Highest and Lowest Effective Tax States, 2017

State and Local Taxes Personal Income
State ($ billions) ($ billions) Effective Tax Rate
New York 1778 1,2811 13.9%
District of Columbia 75 555 13.4%
North Dakota 5.0 395 12.7%
Hawaii 9.5 754 12.6%
Vermont 3.8 326 11.7%
United States Total 1,652.8 16,8203 9.8%
Alabama 164 1989 8.3%

6 This does not mean that all residents in a state will agree on gBMér@ W {1V UROH
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Oklahoma 139 1744 8.0%
Florida 7.7 1,0006 7.8%
Tennessee 229 3057 7.5%
Alaska 3.0 423 7.2%

Sources: Census Bureal2017 State & Local Government Finance Historical Datadé8sreau of Economic
Analysis Regional Economic Accounts

6WDWH YDULDWLRQ LQ WKH W\SHV RI WD[HV XVHG PD\ ZHDNHQ \
WD[ UDWHV DQG WKH DPRUB® LR) DR YDHWHIGDH®RW B FOARGHHF WV D
PDMRULW\ RI LWV UHYHQXHV IURP RLO DQG QDWXUDO JDV SURG
SURSHUW\ WD[HV DQG FRUSRUDWH LQFRPH WD[HV ,Q VRPH \HD

RIWKH WR/DRMUHW LRIQVIXBWVHEX QBYHQXH VW E & B PWVRD R RIVAWR WWIDVDH (
JRYHUQRRQWN 0 NKRIB RWPBI[ F R O OPHFDVQERKDNOMOHG E\ D UHFHQW
VXUJRLDQDQG QDW X U IVKUIWQRWR QXFWVYRRUNSU HHHOHBWHVHV LGk
UHJDUGLQJ 3JRYHUQPHQW

Mobility

5HOD[LE&D WHHFRGHOP SMIORELY LG X D GAD Q © B WH. DAY B VWH V
LQWURGXFHY DQRWKHU LQFHQWLYH ZLW K RIF-DOMLYD® F K RYR H VVEFWE
SURGXFWV RI PIDEWRIUVHYRIQWQVWDQFH DQ LQGLYLGXDO PD\ PF
MRE PDUNHW WKDW LV EH MWW HRORMEUGRIRUGPMARDIGH X VINWOIOW WR WL
DGYDQWDJH RIMD QR IVHIEB WK B DANHLA®R®HILGH LQGLYLGXDOV DQC
GLUHFW RQYHMXBWRESR Q\DLEH GUWLBW G D BDWQ DRWHS bl Q BLAKWV V

WKLV DGMWVM/PHWWIWOO DVVXPHG WW E WL UR YR YHGBHEDRADHFOM L P L] H
EXW QRZ LQGLYLGXDOV DURZRQE@KE VR PRGRLUP WRHHUDEOH WR F
WKHLU SURILWY DORQJ DQRWKHU GLPHQVLRQ E\ FKRRVLQJ ZKH!

+RZ PXFK LQWHUVWDWH PRYHPHQW RF F XUXHBKIR@GRZKH PRELOLW
FRVWIODW PRYHPHQW LV IR$ NAGLYQGXQD R IDHIBU OLUIRVEDO IHGH
UHV HIDWRKDW LV FRVW OHMWO® R REIER. D WHHIUH LV SUHIHUHQFH
LQGLYLGXDOV ZLWK VLPLODU JRYHUQPHQWBWHEMMWEGRRYW WHQC
GHVF UBEHGERXW RBVRWILQJI Z LWKODRWQIJHHRNY HPHQW FRPSOHWHO!
LQF UMDKMMHWRWDO OHYHQ@ KRH WBKHDAK LPHROMR REQ@/IMVALOO KDPSHU VW
VZLWFKHV WKDW LPBXY®RE GRE\LIQH BALNIHHUHQFHV RQB ML GXD® QG HQ W
DQG ILUPV ZLOO KDYH QR LQFHQWBXW WR PWKHWHYBQ DIODR ZLMQ I
LQGLYLGXDOV DQG ILUPRNG WFRVRR QN BIFURAAVEBIWWB Y WKH GLITHUHC
SUHIHUMHRRGHVLQ @YU RB X DTHYMAD WIHVHY VW DWH JR YBN QFKHHQW YV D EL
GLITHUHQFH L@ HW B HHHWOH W BEW HHRVWRZHU LW LV WR UHORFDWH
LQGLYAG X QG ILUPV ZLOO KDYH WR PRYH DFURVV VWDWHV DQG
JRYHUQPHQW DFWLYLW\

73 8QGHUVWDQGLQJ $0 BQMHIW BHDYHELQH $ 0 D VND fMwieKekabutdet. ORE V L W H
revenue

8 3DWULFN é®uhDRKdWax tollection grows since Great Recessips all statesBismarck TribungApril
28,2019, ahttps://bismarckribune.com/news/statandregional/northdakotataxcollectiongrowssincegreat
recessiortopsall/article_c09ae687e54-5976bcc22ddfc75d83ch.html

98&KDUOHV 0 7LHERXW 33%Q (F R Q R P L FPui¢iHdNcés| NdedsHIQ ukt €5Pa@difHBiON, L RQ -~
National Bureau of Economic Research, 1961, p. 79.
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SHVHDUFK KDV DOVR IRXQG KRZHYHU WKDW DOORZLQJ IUHHGR
LQHIILFLHQFLHYV WKDW F D ® & H HISGH®WDHDV JRICH B RW K Q@AFBUBNMD VY LW \
PD\ EH LQWNHHSMHGSHRSOH DQG ILVYRVY DQQXREHW MRX WLHDG/ALREQWM.
LQFOX\GRR®LQLPL]H QHJDWLYH VSLOORYHU HIEHDWMRWBLVFXVVHG
LQFUHDV LQY RIBOWHX LPQMD @IRQJ WKDW DGGLWLRQDO LQSXWV DUH L
ILUPV 7KLV FDQ OHDG WR HTXLOLE UL\PUDRK® GL R WVRKRV EFRWD W R P W
UDFH WR WKW DENRHBBARHPOY ORZHU WKDQ Z K\IRM G NGIER W IXE®XOmO® S UH |
DQG ILUP HPLJUDWLRQ WKDW ZREBGQR WXIMUHAQ R PWSHHGFAH VRIS W D
PRGHN IHGHUDO UR YW R B QM@ WRWS MQMDWH UHVLGHQWYV RI |
ZLWK VXERSWLPDO VW D®@RISSMLDIH D HERUH CHFSEOW IER SHIORD F K
DDORZLQJ LQGLYLGXDOV DQ®& W.RRRANH WRP FIR YW PCHDH) @ RVER@®/JHU D
JLYHQ OHYHO RI GHPRRBYIREXWHUYLFHV RU

sSEe ESel S-SV Ze>72E7>7

7KHUH LV VRPH JRWYUGHDFEHHQWR/DMR QVLGHU WKH PRELOLW\ RI UHV
GHYLVLQJ WKHVEKWQ J MM UWXB WMXWBHLY GLFWLRQV PIDQ EH HDVLHU L
RWKHUV )RU H[DPSOH D ODUJH QDWLRQ B[S AW H 5RUDOION HR\Q KD \ |
W DWH LAMRHVDWRUSRUDWH KHKBPIGHBIRXWHKROG PD\ H[SHULHQFH V

HISHQ¥VH PRYLQJ FRVWY DQG WKH FRVWYV RI FKDQJLQJ HPSOR\I
ORZHU¥AND[HYV

7DEOWKRZKWH WRPSRVLWLRQ RI WD[ UHYHQXH DFURVYV OHYHOV RI .
LQFRPH WD[HV LQFOXGLQJ SURSHUW\ DQG VDOHV WD[HV FRPS!

DQGG@RFD OHEWOWHY DQG ORFDOLWQHSD B B\ B\HF DDQHR PO FQRH
WD[HV DUH UHODWZKH O${BR/N WR MR HY DQG VDORIVVWDHHYV RIW
WKDW DUH HDVLHU WR LGHQWLI\ H JREKWHB SURSHUW\ DQG U

Table 2. Percent age Composition of Tax Revenue by Government Level ,2017

Type Federal State Local
Individual income 51.8% 37.2% 4.7%
Corporate income 6.9% 4.7% 1.1%
Other taxes 41.2% 58.1% 94.2%

Sources: Census Bureawg017 State & Local Government Finance Historical Dated€ffice of Management
and BudgetHistoricalTablesTable 2.1.

Notes: Federal ‘other taxespincludes social insurance and retirement receipts, excise taxes, and estate and gift
taxes.State and localother taxespis calculated as total taxes less income taxes

ORELOLW\ PD\ DOVR SOD\ D UROH LQ H[BIOMDKYPWHDLQIG OREPBV |
JRYHUQPHQK\H OHPIRWOW ORF DO JR YSQU Q/RHH-CXKEMNBRGBIRVKBHIO FRUSRUDW
LQFRPH WD[ 1HZ <RUN &LW\ OHYLHV D FRUSRUDWH LQFRPH WD]
JRYHUQPH®WVLQ KSIDAULW ZU R O MFERRW L BFLIR@WORWU R1 QDWLRQDO DQC

WOLFKDHO - .HHQ DQG &KULVWRV .RVWRJLDQQLV 37D[ FRPSHWLWLRQ LQ IHGHU
GHFHQW U DadinpDoWJIbRECconomi¢sol. 56, no. 3 (November 2004), pp. 3807.

1)YRU DQ RYHUYLHZ RI WKHVH PRGHOV VHH -RKQ 'RXMNatdkalTaxdR@l 37 KHRULHV R
vol. 52, no. 2 (June 1999), pp. 2894.

12)RU D JHQHUDO GLVFXVVLRQ RI EHKDYLRUVY PRWLYDWHG E\ WD[ PLQLPL]DWLRQ
7D[ $YRLGDQFH $ 5HYLHZ R W Revi®#Fdd EcHrimicsol §9 Hhbo. R {8uXd2A18), pp. 1:681.
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LOWHUQDWLRQDO FRPPHUFH KRWHKRWZWRKGHDVWHRWFW R DAKNDHMW HAD !
LQ WKH ZRUOG

Spatial Effects

7KH EDVLELRRGR® DOORZ |RUVADDWL DA MK RIGAYHER DW/D S K LF
ORFDWLRQ RI D KRXVHKROG RWDEWHA RAIRQEBIQHFMWVKIRIR P YRKU W D L (
6SDWLDO HEMIAWYFRMILRQ RR 8 URNSKEM\FHEBQ 8X¥WR EHHG PRUH
LQWHQWHK@WKERDQ DFFHVV VORRKH I DAVIHOML FRW IFCHR BUYBSHQG RQ
SK\WLFDOHEKBWRFW $IKDW VW DWHRPLOHV DZRUPISEIP DZKRR®V HKR
EH PRUH HITHFWLYH LI WKH KB X\HK R DG WL BN ULEDRIQRIG O\

D ZLQGLQDRMRDG

$OORZLQJ IRU WLSDW K BRPIB@MOW\VVEKHZHROUHV L @ROWR/QBHMSHQ G
RQ WKH SURJUDPV WKHRUHRYU I S & XRVOERE \DIRDFRRQVKLH

S UR JWVIDPS D FINQ RL@ GIVY Z ERDQH S HR®E WEE L YWGRMMDWLRQ UHODWLY H
W ISH R JVPRPQWKH S UH F LV KRZDIVX U EGNRORFEDM OR & HD LIGIFIWY. G X D O
EHQHILWY IURP FHUWDQLRONGEQZAD V BEH @ HF HMY VOSSN UGRID O V
GLVWDQFH LQF UHDWHYHO®E W KH FRH QMWKHHUAMER Y © O RV IHRUSYRLE W [IDQW
EHFDDBMI®O GHWHUPLQH KRZDS UR YMRIFS WR{U FUGMRBRYD W XD O
EHQHILWYV

7KH UROGBULRDBW OHYHOV RI JRYHUQPHQWYV VKRXOIG BPYH LQ SU!
GHSHQWKHRGLVWWKRXWLRHQRILWYV Z LW KLPRYWNGFRYHIFE VWDW H
WKDW SEHRGXNEWY WKDW DUH FRQILQHG HQWEBHQY ZIKWHIQLQ D VW
GHOLYHUHG E\ WKH VWDWH JRYHUQPHQW %HFDXVH WKH IHGHU
SURJUDP EHQHILWV RU W DQ[M\K AV RREIIOL QF OGDE MH) IRD\D G MX V W LC
DFFRPPRGDWH VSDWLDO YDULDWLRQ LQ WKH VDPH PDQQHU DV !

7KH IHGHUDO JRYHUQPHQW JHQHUDOO\ KDV D EO-DQUHHW VY RPONM WR
VSUHDG DFURVYVY VWDWH OLQHV DV VWDWH JR¥WRNDWPH QWY ZRXC
UHVLGHQWY LQ WKHLU SURJUDP FKRLFHV )HGHUDO DQG VWDWt
ORFDWLRQV IRU ¥ KRKRIMNE ORNMDODNARWEBHD W ZRXO0OG VWDWHH ERWK L
D QReXRMVWDWH BIOMVEHOWWLFDO LPSOLFDWLRQV RI VSDWLDO HIIHI
ZKHQ WKH\ DUH RQO\ LOWURGXFHG IRU D VLQJOH VHUYLFH

>SEES]l fiFMES " —

7KH VWUXFWXUH RI VRPOHYISEQ RLGRDPAURPHQW RHDY YULHFIOHFW W
ORF YW RRWQK H \E KENWHR YINEIB HQFH R1 WKLV HIQVHFH) € DQJERIQIRX QG

HGXFDWLRQDERRDO ROQWDU\ DQG VHFRQGDU\WBGXBR®ALRQ SULF
ORE]DEBHQMIRWKH FKLOGUHQ DQG IDPLOLBUWIQRYJEY UVLF XODU V
QDWMLRAQVHUHV W VR XYW HG FAHHOWWHKGIW\H PD\ EH SRVLWLYH H[WH
GLVFXVVHG LQ KW QB KE VIHFAMERGDWHRW EHQHILW RI HOHPHQW
VHFRQGDU\ VF KRR WSHRYEIHGIHWEHVWRZHG RQ WKH LQGLYLGXE
WKHLU |DPRQWNDKWU HGXFDWLRQ EHQHILWY DUH PXFK PRUH V¢
ORFDOLW\ PD\ EHQHILW IURP SUR[LPLW\ WR D ODUJH UHVHDUFK
SULPDRUY YIHFALSLHQWYV DB KRWAKRFM WEKEBRMMWKH VWDBRMHHD QG FRXG

BORUH GHWDLO RQ KRZ HTXLOLEULXP RXWFRPHV YDU\ ZLWK VSDWLDO FKDUDFW
(FRQRPLF 7KHRU\ R 'HEBIQRMANEE Nebdd/ Edu@es, and UtilizatiNational Bureau of
Economic Research, 1961.
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KLIKOLIJIKWV WRKRISHQBELOQRLRQ HMVOHPHQWDU\ DQG VHFRQGDU\ HGX
WDNHV SODFH DW WKH ORFDO OKHRYZHOY H4LJR RV WHIB XV DMWH R @& O/ SHH
OHYHO ZLWK DVVLVWDQFH IURP WKH IHGHUDO JRYHUQPHQW

Table 3. Education Spending by Government Level, 2017
(Billions ofDollarg

State and Local State Local Federal
Elementary & secondary 660.4 7.0 653.5 40.6
Higher education 296.5 2531 434 71.8

Sources: Census Burealg017 State & Local Government Finance Historical Dated@ffice of Management
and BudgetHistoricallablesTable 3.2.

Notes: Federal elementanandsecondary education includes vocational education.

Externalities

$QRWKHU PRGRIWKHWERYLW PP ROOEA Z S YWD QH $D\R HUD[RWH U QD OLW |
((WHUQDOLIWHY WRKAXWURGXFWLRYHHRUYERQRRBEWHRQERDQHEILWYV
RU FRVWYV R Q (PMM K IQUIBDS\R UNVQRZ. @ OR/Y E \8 RRDWLY HRW QHJDWLY
H[DPLOBRFDOO\ ILJBQHFM® \EH Y EXNOWRIZVQ VGARIB ROV DOVR XWLOL]!
WKH EULGJH D SR VQWLRGMWHRRNEED QR BRWHM OWK FRVWV RQ
LQGLYLGXDOV RWKHDUQWMBEDW LW KHO/®BRDEU DEM\ H[WHUQDOLWLHYV
GLIILFREOBNWBHWZLY WKHRIDRX D W BRIRKMWRUH GHRIARKWKURXWH"
E\VWDYKGBOWK ER DIFOREGQJ VPRNLQJ LQ UHVWDXUDQWV"

,Q DOORZLQJ IRU H{WHUQDOLWLHYVY WKH PRGHO PXVW UHIOHFW
DQRWEKHEELQJ ,Q WKGMEDDRMH U QP H Q WAW R EB5[KIPQ HW K HRLIU

UHVLGHQW\VZERIBHSHQGY RQ WKHLU RZ®Q KHILLY BIW @ FARDRAQNP S W L F
DQG WKH DFWLRQV Rl WKWMKIGISUB® HQF H (RQ A-H QWWKI) BEIOWLHYV K
EHLQJ RI LQG L WLGBENENGM®E HRIEBK R D R R WRGMNDRYHH LDQWPWKIL V

PRGLILFDWLRQ PD\IBGNM B DFXK D BV/E HB\KPHRW ERWK EHEDXVH RI H[W
HITHFWV RQ WKH GHPDQG IRU WRWDO JRYHUQPHQW DQG GXH WF

+RZ WKH SUHVHQF B I RH RARW HIUHDIDOW MYIRH VIR YIWBRO@PIVQGHS HQGV RQ
WKH ZD\ VSLOORYHUV DIIHFW LQGLYLG2BOW DIQWG ADY PV DNV
DFFHVV URDG PD\ KDYHGRSQBROR M AW HHYGHE MAR QEBQIBMMK XV FDQ E
DGGUHWQOE ENAYRHU QPO GWVHY ZKHUH MBAB /GRDEMAMHM V P D\
KRZHYMWRWHUQPHQWY PD\ RYHUVSHRB Y DOHVQ\HIPRAY QG XQGH U ¢
SRV LMMYHHU Q DOLW \WIRHR\GY FDVHV D JIGRAQRWNDRIDZH®®HU QP HQW
EHLRINLQG L RXGDIEXU LV GKAWLMRIOLY RFFXUV WKH IHGHUDO JRYH!
EHWWHU VXLWHG WR DQ B LIQQNWHDUE WLEHRBLDRRAB/EGHKHU V
ZHEBELQJ RI DOG) LMWL GHE@ BAMLRBW HFRMD \WXOVR EH DVWWODWHY KROG |
VSLOBRMHFWY ZKHUH VWD HE HRY KK GRIH © BEY\WXG B HQIDWWLY B W\ROLV
FRQVHTXHQFH

14ThisigQRUHV WKH SUHVHQFH Rl LQW HU Q D WCRQB® WHEQRRIHY DV GLVFXVVHG LG
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>SE ES1 S ®eZl SiZce

([FLVH WD[HV DUH RQH R| W KHDPDL Q&EGWV VIR WHKUQHPHDMNY H H[WH
%\ LPSRVLQINVWBDRHRGRQWKH JRYHUQPHQW P D\EEHRWKDEVVY. DR XUDJF
WKH SULFH RI WKH JRRG ZLOO GHFUHDVH LWV FRQVXPSWLRQ D
DQ\ ILVFDO UDWKKEBWRIRRXWYEBPHSRUWKHVPRVW SURPLQHQW H
LQ WKH 8QLWHG 6WDWHY DUH LPSRVHG RQ PRWRU IXHO SURGX
IXHO DQG MIKRRUKRWRW DOO RI WKHVH DUH[MHNHPOHB WR DGG

UHSUHVHQW RQO\ RQH PRWLYDWLRQ IRU H[FLVH WD[HV RI FRXL
SRWHQWLDOO\ DWW WHIW UGHO M\RVIRIY WKR BB HWWHFW RQ GHPDQG

7DEOWKRZYV WKH GLVWULEXWLRQ RI H[FLVH WD[ UHFHLSWV FROO
6RPH QHJDWLYH H[WHUQDORRWRW INXXPOKARYGEEHBIFHNR Q R P
GULYLQJ FRPWRVHB[WHUQDOLWLHY WKDW DUH FRQRQHG WR W]
FRQVXPSWLRQ ZKLFK FRXOG H[SODLQ VRPH RI WKH VWDWH DQGC
ZLWK JHQHUDO KHDOWK FDUH V\VWHP VW U H@RBROXR/M GXE\OW R E D
FRQWULERVBRFODKWLRQ DQG JOREDO ZDUPLQJ WKH HIIHFWV DU
VHUYH DV MXVWLILFDWLRQ IRU DDEOMKRZO M[FDRWH WB] OO\ ,Q

H[FLVH WD[ UHFHLSWV IORZHG WR VWDWH DQG ORFDO JRYHUQP
IHGHUDO JRYHUQPHQW

Table 4. Excise Tax Collections by Government L  evel, 2017
(Billions ofDollarg

State and Local State Local Federal

Excise taxes 191.3 157.1 34.2 83.8

Sources: Census Bureawg017 State & Local Government Finance Historical Dated€iffice of Management
and BudgetHistoricallablesTable 2.1.

Notes: State and local excise tax collections include amounts reported as selective sales taxes.

Government Effectiveness

7 K B D \PLAEGIH\OV S DW IHGHUDO DQG VWDWH JRYHUQPHQWY DUH F
DGPLQLVWHULQJ WD[ DQG V BHIHDN\QRQSUW KU D FPD \ 7KRIW HE B UV U X H
ZD\V WKDW OHQG DGYDQWDJHV WR HLWKHU IHGHUDO RU VWDWF
KDYH SHUIHFW LQIRUPDWLRQ IRU VSHQGLQJ SURJUDPV LGHQW
GLIILFXOW VEZKHWHDIWDEZQ WD[HV WKH WD[ EDVH PD\ KDYH LQFHQ
‘LWKRXW SHUIHFW LQIRUPDWLRQ JRYHUQPHQWY PD\ QRW EH DE
MX ULVG DFOWLRX JK WKH VLWXDWLRQ PD\ EH \DIGAHIGAX OMR RHRR | W
LGHQWLI\ SDUWLFLSDWHY LQ RWKHU DFWLYLWLHVY FRRUGLQDWH

$GPLQLVWUDWLYH FRVWV PD\ DOVR GLIIHU DFURVV JRYHUQPHQ
FRQVLGHULQJ D PRGHO VWI\B NHRMARGIHET UVWAHD E GAGEKBIRIWPIZIRPX O G

OHDG WR GXSOLFDWLYH DGPLQLVW U DR\DLY®IHRRSY W K HLR VRHUONHM. WM F
PRUH FHQWUDOLJH®R FRRUWE VQDMWMKR QHF\FOLQJ WKDW FDQ EH FR
ZHHN IRU LQVWDQFH ZRXOG \EDBRRAIQHN W & HLHK U F ® IR YEURF/HWA/ D ¢
YHKLF OHRIWNH®WS O\ KDYLQJ D KLIKHU OHYHO RI JRYHUQPHQW FR

15 For more on excise taxes, 8BS Report R4318%ederal Excise Taxes: An Introduction and General Analiggis
Sean Lowry
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7KH PRGHO FD GLQFRUBEVIDWE HITHFWLY HQHMD IV QR VDF IR HL W/
DV GLVWLQFW JRR[GIW ZKHIY DFFFPLQRVYWHUHG E\ GLIIHUHQW JRYH
DGMXVWPHQW VHUYLFHV SURYLGHG E\ IHGHUDO DQG VWDWH JR
ZHEBELQJ DQG LQ WKHLU FRVW ,Q RWKHU ZRUGVY WKH PRGHO D
JRYHHQWY GR QRW SURYLGH LGHSWRFD®BYWRGHRFQWOLG IO F RIVAMHW
WDVNHG ZLWK D SDUWLFXODU DFWLYLW\

7KH HITHFW WKDW WKRYH FAPRRIMX EDYKPREOHKDYLRU LV JHQHUD
FKDQJHV LQFRUSQ WI/GHDIGH RYIPDMLBRWLYH FRVWYV WKDW DUH KL
JRYHU QPO QMK HMKT XLOLEULXP FRQGLWLRQ ZLOO VKLIW WR UHGX
DFWLYL@NW,@DRBUPDWLRQ DQG DGPLQLVWUDWLRQ FROVWYV DUH KL
IHGHUDO DFWLYLW\ LQ HTXLOLEULXP ZLOO LQFUHDVH DQG VWD\

>SEESel fF-oBaZoe ™ 5eSe’ " —

7TDEOM[DPLQHYV WKUHH GRUI MM UDIQWSRWUSWDWLRQ VSHQGLQJ DFURV\
"LITHUHQFHYVY LQ WKH IHGHUDO VKDUH RI VSHQGLQJ RQ WKHVH VI
HITLFLHQF\ DFURVYVY JRYHUQPHQWY 7KH XVH RI KLIKZD\ DQG JUF
WDN®IDV/FH DW WKH ORFDO DQG UHJLRQDO OHYHO H J VFKRROUL
IRU ORFDO ILUPVY VR ORFDO DQG VWDWH JRYHUQPHQWY DUH E
XVHQNHGYV

‘DWHU DQG DLU WUDQVSRUWWWDR® SRR IHDWHLLR (R DIF @ \L\D WRVDWHH
OLQHV 7KH XVH RI WKHVH VHUYLFHV LV VLIQLILFDQWO\ PRUH G
WUDQVSRUWDWLRQ *LYHQ WKH GLIILFXOWLHV LQ DGPLQLVWHUL
WKH VKDURBIWKBGN W\SHV Rl WUDQVSRUWDWLRQ LV ZHLIJKWHGC
JRYHUQPHQW

Table 5.Transportation Spending by Government Level, 2017
(Billions of Dollars)

State and Local State Local Federal
Highways 182.0 109.8 722 458
Air 26.0 2.3 23.6 16.8
Water 6.4 21 4.3 4.4

Source: Census Bureawg017 State & Local Government Finance Historical Dated@sngressional Budget
Office Public Spending on Transportation and Water Infrastructure, 1956to 2017.

Budget Imbalances

7KH IHQWBQVLRQ RI WK EDEHE PR GQBNKESOGEIHSR UREDOD QF HV

DOORZLQJ WD[ DQG VSHQGLQJ OHYHOV WR GLIWHWUPEXIBUBWHQW
LPEDE@FHV IRU DQ\ QX PEHUURIDWY RV IRQWIR KR R IRW IE XWKLQ HV V F\FO
ZKLFK GHVFULEH WKH SDWW HURMRK H HFORENWRLAR @ VD Q|G- WREDNOUDIFAVIA
EXGJHW UHTXLUHPHQWY DGYHUVH HFRQRPLF FRQGLWLRQV WKTE
ILUP UHYHQXHV PD\ DOFNQLEHTSHQ B LID F XWR U Q CBX IE YLM¥HY LWK ¢
FROOHFWHG IURP LQ GIX¥LKG B RDW HURQLGW LRAHEDIMKOKIBEEIR UQWRMG E\ W K H
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HFRQRPLF OIQMGHU B ®/XXABH 6 EAHIQQO XQGHU PRVW ILVFDO IHGHUDOL
VSHFLIMEDWLRQ

$QRWKHU SRWHQWWHW F EXVGHHRULFPEROWQFHY LV PLVPDWFKHYV |
VSHQGLQJ DQG UHYHQXHV IRU FHUWDLQ SURJUDPV )RU H[DPSO
EXLOGLQJ D EULGJH SDLG IRU ZLWKI DXWROU GHYOMW &G IRRIMBPRAWX UV
JHQHUDWH PRVW RI LWV 8HEDOEVN FGRMWW HRUQOAWMUXFWHG DQG P
ODWKHQ WKH EULGJH LV I1SURWWPYWD®IG \VQ H QERHWIK D W UBECEGN XIWH/
DUH DOZD\WEDWDRBHIGFH VRPH RI WKE& LYEFXVMHERRE UEYLHQF LS O
VSLOORYHU PLQLPL]DWLRQ

2QH DGMXVWPHQW WKDW FDQ DFFRPPRGDWH WKLV FKDQJH LV W
PRGHO ,QFRUSRUDWLQJ PRUH WKD®@ RAB WLFOHSHIHWR GCRZ RBXFGE V
HDFK DPWRRE XDCGOREKRUMUP EXGIHW GHILELWAK D Q6 WVXXUUWSHPHMHNV
DOVR VWUHWFKHG RYHU WKH RRXKU YR EREE I RWH.S Q A HKHW . RIGR/ L Q
GHILFLWV ZKHUHWBHYPBQRHW[EBHRPH SHULRGY DV ORQJ DV V
VXUSOXVHV UHYHQXHV H[FHHGLQJ VSHQGLQJ LQ RWKHUV (FR(
LQFOXGHG DV GHWHUPLQDQWY Rl VRPH FRPELQDWLRQ RI ILUP S
UHYHDHKW PRGLIZRR®GFO®MVR DOORZ IRU WKH LQFOXVLRQ RI SXEC
VSHQGLQJ DQG UHYHQXH SDWWHUQV

$QRWKHU SRVVLEOH PRGLILFDWLRQ LV WR)ROOHR[D EXGHHW GHILI
UDLWHQIPLVVLEOH JRYHU QDG W OASWM RIG IOHIY HILR R O WBHOWH/QIX HV W R
SDUWLFXODU SHUFHQQ DXORZIBEOH GHOLVIHW OLPLWDWLRQ VLPL
WKH (XURSHDQ 8QLKR®GHIQ G GIONELRGIR H WHEREX/ WDUMDLLRIQVR U H[DF W
YDOXHWRWKB QHHGY VRPH IRUP RI D EXGJHW UHVWULFWLRQ LQ |
'LWKRXW D EXGJHW UHVWULFWLRQ LQ SODFH JRYHUQPHQWYV KL
DPRXQWYV WKH\ FDQ VSHQG DQG WKXV WKH QHBDWQRN GHY HOV
LGHQWLILHG

,Q JHQHUDO WKH PRUH RYHUODS WKHUW RUKIH JHFHP@RRLMWRKRQG
VLPXOWDQHRXV VSUHDG Rl UHFHVVLRQ RU H\VIOHQVURDWBW W&F
EHQHILW WKHUHHMHW B K D RY B W WRIHQ BIRHMISRRZQ DK IHO LW L H V
SUHIHUHQFH IRU UHOD[HG IHGHUDO EXGJHWLQJ LV SDUWLFXODL
LQGLYLGXDOV DQG ILUPV 7KH UHDVRQLQJ IRU WKIMMHYV VLPLOD!
PDYUDFH WR WIKH ERMMWRWPLQJ EXGIJHWYV WR HFRQRPLF VKRENV W
HPLJUDWLRQ &RRUGLQDWLRQ FREMWDI G FEIIAN R % Q UG YRR | HD K
EXGJHW GHILFLWYV

ySEES 1l AE"WEZ—-7—¢1 MZEZ @A ™—Ie

JLIXUHKRZV WKH VKDUH RI WRWDO JRYHUQPHQW VSHQGLQJ DWW
VWDWH DQG ORFDO OHYHOV IUBPNKH \HODKV RBXIKR) <K WR WKH *UHI
GLVWULEXWLRQ RI VSHQGLQJ ZDV URXJKO\)ILQ XA H7 KHWK KLV W
VWDYW®E ORFDO VKDUH WKHQ WRRN D SUHFLSLWRXV GURS GXULQ
EHWZHHQ DQG 7KH QHHG IRU PDQ\ VWDWH DQG ORFDO J¥

B)RU IXUWKHU GLVFXVVLRQ VHH $0DQ 6 %OLQGHdericartrBo@riomic RéBeY DQG 6FLHQ
vol. 77, no. 2 (May 1987pp. 136 DQG $0DQ - $XHUEDFK DQG <XUL\ *RURGQLFKHQNR 3(IIH
Globalized WorlG IMF Economic Reviewol. 64, no. 1 (2016), pp. 17Z15.

17 Details on the requirements in the European Union can be found in European Central BankH W KLQJV \RX QHHG WR
NQRZ DERXW WKH ODDVWULFKW 7 UH DMtps!/\vEedbeDropa.eayplainerselYynieL ODEOH DW
morehtml/25_years_maastricht.en.html
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GXULQJ WKLV SHULRG FRQWULEXWHG WR WKGEL®HROREH I WHYWH PP
ORVV LQ WD[ UHYHQXHV UHVXOWLQJ IURP GHFUHDVHV LQ SURSH
KLIJK XQHPSOR\PHQW 7KH IHGHUDO JRYHUQPHQW PHDQZKLOH
PHDVXUHYV WR LQFUHDVH VSHIQ@WIL QL WA (ILE RER WW P MW HLQ B GX(
JRYHUQPHQWYV WKURXJK WKH FUHDWLRQ RI D 6WDWH )LVFDO 6W
Rl *"3 IURP )W) WKH ODUJHVW UHFRUGHG YDOXHV VLQFH

Figure 1.Federal and Combined State and Local Expenditures FY2005 -FY2012
(as a percentage of combined expenditures)

65%
Federal expenditures
0% M
55%
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40%
35%
2005 2006 2007 2008 2009 2010 2011

Source: Federal Reserve Bank of St. Louis.

Note: Shaded aredenotes period of the Great Rcession, as identified by the National Bureau ofriecoic
Research.

(DUO\ HYLGHQFH VXJJHVWV WKDW WKH IHGHUDO JRYHUQPHQW Z
RI WRWDO H[SHQGLWXUHV LQ WKH FBHLLR/G ¥KKDSDRIYGLEKIN W KM &
DWWULEXWDEOH WR VHYWODW LR FHAWD WIHMGHO® N B 0N K B @G L Q
5SHOHYDQW SURYLVLRQV LQ WKRVH ODZV LQFOXGHEKGLWKH FUHDW
SURYLGHG ELOOLRQ LQ GLUHFW IHGHUD ®Q@WUKWDQFH WR V
HVWDEOLWHKMHQIQRALSDO FMHOIGLRKI SODRYQGWG WKH )HGHUDO 5HV
FDSDFLW\ WR VXSSRUW XS WR ELOOLRQ LQ RXWVWDQGLQJ V

Conclusion

7KLV UHSRUW GHYHORSHG D EDWR FHPSRORUMH RV IDHY IHFFD@QIGHES IHH R I0Q ¥
DVVLIQLQJ FHUWDLQ W\SHV RI SXEOLF DF D NLWOWPIRHDUWR G DQ LR X
/DEOHQ FHUWDBU® F\W MHANY/ ORM SHF R Q RHP LB LEFHHKIVHIQRAH YDULDWLRQ
EXGIJHW LPEDYBQ@EFFROHNMOU LPSOLFDWLRQV IRU WKH W\SH RI JRYHU
PRVW EH@QHRWKHUHVIPAREDWLRQRI EXVLQHVVHYV DQWKH)GLYLGXDC

18 For more information on the Coronavirus Relief Fund and a brief discussion of the State Fiscal Stabilization Fund,
seeCRS Report R46298he Coronavirus Relief Fund (CARES AdtleTV): Background and State and Local
Allocations by Grant A. Driessen

19 For more information on the Municipal Lending Facility and policy issues related to state and local dERSsee
Focus IF11502State and Local Government Debtand COMI® by Grant A. Driessen
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HFRQRPLF LQFHQWLYHV IRU ILVFDO IHGHUQ ML./®LIMLIR & L NKKH G H
RYHUDOO VRSIOLFD®W LR@HUDOLVP PD\KRESHRBHRR MBRLQLQJ
DIRUHPHQWLRQHG PRGHO H[WHQYKRBN LQ\EHERSW RW K RIQH D(
UHSBYWKRZQ LQ WKH SUDFWLFDO H[DPSOHV ILVFDO IHGHUDOL
DFURVV WKH SROLF\ VSHFWUXP

Table 6. Summary of Relative State or Federal Government Responsibilities from
Extended Assu mptions to the Basic Model of Fiscal Federalism

Implication of Relative Responsibility of Level of
Factor Government

Varying Preferences State role increases (and federal role decreases) with
level of variation across states.

Mobility Depends on contextHigh mobility would exacerbate
variation in preferences and result in a larger state role,
RU LW PD\ UHVXOW LQ D "UDFH W
larger federal role.

Spatial Effects Depends on context. Highly concentrated spatial effect:
tend to increas state role, while broadly dispersed
effects tend to increase federal role.

Externalities Depends on thelevel of these effects across state.lines
The federal government may more efficiently address
large spillover effects that spread far into other
jurisdictions,whereasother cases are ambiguous.

Government Effectiveness Increase in the role of the government with relatively
smaller information and administration costs.

Budget Imbalances Federal role increases as there is more variation in
economic conditions across states. Federal role may als
increase with relatively greater flexibility in budget
outcomes (as is true in thehlted States

Source: CRS analysis.

BHYHUDO SUDFWLFDO DGMXVWPHQWY DUH QRVEBRIQFVPRBHIOG DV
VRPH RI ZKLFK DUH DW OHDVW SDUWO\ DGGUHVVHG LQ H[LVWLQ
UHVHDUFK DVVXPHV WKDW IHGHUDO VWDWH DQG ORFDO JRYHL
FRRUGLQDWLRQ FDQ DQG RIRVH@FE\R FK/ REFESXHIUIRW LRMQR BQ LQF O
LQWHUJRYHUQPHQWDO WUDQVIHUV FROODERUDWLRQV ZKHUH F
FRQWULEXWLRQ RU FROOHFWLRQ RU LQWHUJRYHUQPHQWDO OR
LQF OX GH® MUKHD WDHYQQ XIBRKUDP WKDW ZDV DFWLY#H IURP w
8QGHU *56 VWDWH DQG ORFDO WD[LQJ DXWKRULW\ ZDV UHGLUH
ZRXOG WKHQ DOORFDWH WD[ UHYHQXHV WR VWDWH DQG ORFDO
IRUPRDDYHG RQ SRSXODWLRQ WD[ HIIRUW DQG WRWDO SHUVRQ!

7KH PRGHO DOVR RPUWWYHMXOHEQRWO@FH RKLFK PD\ DIIHFW GRPF
FRQGLWLRQV DQG SUHVHQW FRPSHWLWLRQ WR IHGHUDO DQG V\

20 For more on how cooperation between the federal government and state and local governments operates in practice,
seeCRS Report R4063&ederal Grantsto State and Local Governments: A Historical Perspective on Contemporary
Issuesby Robert Jay Dilger and Michael H. Cecire

21 The GRS program was established by ltheal Fiscal Assistanceds (P.L. 92512). For more on the GRS program,
seeCRS Report RL319365eneral Revenue Sharing: Background and AnalpgiSteven Maguire
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LOWWURP@DO DFWRUV PD\ EH WKRXJKW RI DV SRWHQWLDO FRPSH
WKXV PD\ UHGXFH WKH SRWHQWLDO EHQHILW RI IHGHUDO LQYRC
LQHIILFLHQFLHV )LQDOO\ WKLV EDVOW IBDPRHER PR DI REWKLDYQ/
PROGWO EXVLQHVYVY DFWLYLW\ ZKLFK FDQ EHZIRDEIGLQ WKH DFDG
FRPSOH[LW\ WR HT XL 6 NVEBWMWH WK@®BHYFUIPQ WHDAVHRMALYV P UHVHDU
SURYLGHV D EDVLV IRU HWDOORD WE QLY. MH BIFIHEWLOHYHOV RI JF
EH XVHIXO LQ GHVLIJQLQJ DQG LPSOHPHQWLQJ SXEOLF SROLF\

2)RU H[DPSOH VHH 5DLQDOG %RUFN [DQ\GL BIQF K Q 1§ ON DI ELFH BB EcHBLMIQ. R H U
Review vol. 50, no. 3 (September 2006), pp. 6868.
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Appendix A Theoretical Fr amework

SelEZ.

$ WKHRUHWLF DO W KB URR GIBMWDRZRITLRML G U R X Y&H F D X V H
LOQGLYLGXDOYVY DUH LGHQWLFDO DFURVV MXULVGLFWLRQV WKHYV
FRQVWUDLQW SR Y RGGHE L@XDOV 8 HWR ¥ HWXWLOLRZ\Q SULYDWH

FRQVXPSWLRQ DQG IURP WKH FRPELQPWHR& U QA\WRWR 8 V D/MICH {
JRYHUQPHQWY DOO SXWFBDVHERPHWK WKHLU DIWHU

6XIILFLHQW IHGHUDO DQG VWDWH WD[HV DUH QGRAXDWERQR PHHW
WKURXJRKKH IHGHUDO JRYHUQPHQW EKBQ WD KB WHIDSB D VISWQ
HTXDOO\ WR DOO MXULVGLFWLRQWF X LOW DVKH MBKHP®RLIFGHIQOMOG
IRU WKH PRPHQW FRPELQH WR 1 PSR GRQHH[ FJODSWLHAHHOQ WVRAMW X H LDUF

OD[8 I
* & F T W
& 7
F W

$V VKRITXD@MRQQG TXLOLEWQRWHG ZLAWDVBD\DWHKHUHVYNE ZLWK DQ\
OHYHO RI IHGBBDQYDQG WWDWHKWHDGY WR WRWDO® JRYHUQPHQW
ZKLFK LV WKHQ FRQVXPHG ELIWKIHIWLQGWXLGXDO WR PDJ[L

S>¢’'—el >Z2¢7>72—EZ®

$FFRPPRGDWLRQV IRU YDULHDBUSUR YH GHQGERIAYVRIQYV W RHK R RG& B IO

7KH GHFLVLRQV IDFLQJ IHGHUDO DQG VWDWH JRYHUQPHQWYV DU
(TXDWLROGHQW WMLHGH HMWFKK WDV NHG ZLWK FIRRRKIDW D OHYHO F
PD[LPLIHV WKH XWLOLW\ RI WKHLU XQLTXH VHW RI LQGLYLGXDO"
(TXDWLROQKH THGHUDO JRYHUQPHQW FKRRVHOY MYUBYH®LRWYRBQY
WKDW PD[LPL]HYTWIRWLILRDKMWIHO PMHWLQJ LWMXDXWUIRY FRQVWUDL

ODBulm M*wm

fv WRU BDO/@WMHV

OD[™8m& M*m ZKHWHY WKH VXP WPBbWHA DOO M V
& 7

$OORZLQJ SUHIHUHQFHV WR YDU\ JHQHUDWHY DQ HTXLOLEULXP
IHGHUDO JRQMUHURAWHIMM/LRIQOO PD[LEHHQIXBEOQF Z HOQGLYLGXDOV |
KDYH SUHIHUHQFHV IRU WRWDO JRRMHQPRE8 QYW HY DIERHMNQD QW KH
JRYHUQPHQW FDQ FRQWULEXWH MURH X W MAARWDROS VAR L MCLW/L RDR W
PLQLPXP OHYHO RI LQWHUYHQWLRQ GHYXDWGR®EQ ORRNLQJ DF

&  OL@*w
*u & F
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“¢lele

$OORZLQJ IRU SXEOLF PRELOLW\ DFURVYV VWDWHYV LQWURGXFHYV
IRU(CRDWLR@FK LQGLWIHIMIFAWV WKH VWDWH RI MXULVGLFWLRQ
VSHQGLQJ DQG WD[HV WK GRWIAPQ THUVIHQEBTXD®X DMK RVH SUHIH
SURGXFH FOXVWHULQJ RI VLPLODUO\ GLVSRVLWLRQHG LQGLYLG
SUHIHUHQFHY DFURVV VWDWHYV

OD[X M W WRU DOO LQGLYLGXDOV

7KRXJK WKH GHFLVLRRY MHQPIIDEWYILWWIR¥FKDQIJHG WKH ODFN RI
QXPEHU RI UHVLGHQWY LQ WKHLU MXULVGLFWLRQ FDQ OHDG WF
S5HVHDUF K KD W QRHQGP\R K VW BRIELOLMDWIRQFDXVH XQGHUSURYL)
JRYHUQPHBWEWWRYLRSWLPDO OHYHOV DFURVV FRPZHWLWRUV

,Q D PRGHO ZLWK D IHGHUDO DFWRU VXFK RXWFRRHV PD\ EH RI

™Se'Se]l eeZEsce

&RVW GLIITHUHQWLDOV WKDW DURQV | XQF\WKRQ QI YESPWPDW\ARR
FHQWHU UHTXLUH D GLIITHUHQW DGMXVWPHQW ,Q WKHVH FDVH!
UHYHQXHVGHSHIR®WKKE OHYHO RI JRYHUQPHQW DSSOLFDWLRQ
UHYHQXHYHWKFARNMB®OHY ZLWK ZKHUH WKH SURYLVLRQV DUH DSSC
FRQVLGHUV WKH SURYLVLRQ RI RQH JRRG E\ WKH IHGHUDO JRYF
RI WKDW VDPH JRRG E\ D VWDWH JRYHUQPHQMWHH@RU®XODLF UHS
(TXDWLROQQG ZLWK WKH XWLOLW\ IXQFWLRQ QRZ VHSDUDWLQJ IF
VHUYLFHVY WR DFFRXQW IRU WKLV GLVWLQFWLRQ 7KHRUHWLFD(
YDULDWLRQ WR EH KLJKO\ GHSHQWHK & V0 HRYQHPRIEMH® W S3HF RIILF D WL
SUH®HQW

ODBulm MR &
OD[8u& WA &

jeZ>—Se'e'Z e

$FFRXQWLQJ IRU HIWHUQDOLWLHYV DOVR LQYROYHV D PRGLILFD\
DUH VHHNLQJ WR PD[LPL]H 7KH PRGHO QRZ FPKKMON BRFFRXQW IRU
UHVLGHQWY LQ RQH VWDWH LV DIIHPMWH GRENHW RIP HEGHIW YV ZRQV P
UHSUHV HIQXW W& RDEMG ZKLFK LQFRUSRUDWH WKH DGGLWLRQ RI RV
RXWFRPHRWQ WWDWH DQG IHGHUDO DFWRUV UHVSHFWLYHO\

OD[Bum MR & RV
OD[™8m & MAu &FRWK

“YZ>——7—e1 ee7E'YZ—Z e
$GPLQLVWUDWLYH FRVW GLIIHUHQWLDOV DUH LQFRUSRUDWHG L

EXGJHW FRQGLWLRRYWDRQQKGRZRY HQQPHQW VSHQGLQJ LV QRZ W
UHYHQXHV FROOHPF WH3J DAY B R DRIUSW KHUIHGHUDO JRYHUQPHC

2 _.RKQ 'RXJODV :LOVRQ 37KHR U NatignR Tax Dojur&aivbl 58, WolL 2\(JuReC1999) pp. 2894.

24 &@KDUOHV 0 7LHERXW 3% @® |( FIRFEGHRPW BERTdit- v ¢eR: Qeéds, Sources, and Utilizafion
National Bureau of Economic Research, 1961, p. 79.
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DFFRXQWYV IRU IULFWLRQDO FRVWV LQ WKH DSSOLFDWLRQ RI VS
ZKHUN WEBMYHHUQPHQW KDV DQ HIILFLHQF\ DGYDBQWIPUGHZRXOG EF
LQVWDQFHV ZLWK D IHGHUDO HIILFLHQF\ DGYDQWDJH ZRXOG SU

v 1W
& =7

2eeZel —<SsS—EZce

(TXDWLROQMGFDQ DOVR DFFRPPRGDWH WKH LQWURGXFWLRQ RI JF
PRGHO &DVHV! PIONEH WDNHQ WR UHSUHVHQW GHILEHMNYV DV JR
RWKHUZLVH JUHDYWAKMWELIYRWDGHYVHVFULEH ILVFDO VXUSOXVHV

$OWHUQDW WHHOR EXIGRHW LP E D/OBQF HEVY EXM) D FRRGMWUDLQW DUH
WKRXJK WKH LQWURGXFWLRQ RI PXOWLSOH WLPH SHULRGV ZKLI
RSSRUWXQLW\ WR LQFXU GHILFLW VSHQGLQJ LQ RQH SHULRG Wi
SHULRGDWLRQRURXIKWURGXFH WZR WLPRRSGIHIQRGY WR WKH LQL

obg 8 | * | =

*

&
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&
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Appendix B.Re cent Trends and Level
and State and Local Activity

JLIX®WHVKRZV WKH EDODQFH RI VSHQGLQJ DFURVV IHGHUDO VW
DQG ORFDO VSHQGLQJ KDV JHRHDODOQRFRPYPIENQHEG VSHQGLQJI LG
BWDWHMVDOWH DQG ORFDO VRDOQW BXWDW MWKWHORZHBRGS V  $I)
WKURXJK WKH V DQG V WKH VWDWH DQG ORFDO JRYHUQPH
V7IKH VWDWH DQG ORF DGDVKPWHI WK B M I B W 68 RIS H D W
SHFHVBYRQDJILQJ EHWZHHQ DQG 7KLV GURS UHIOHFW
VWLPXOXV VSHQGLQJ GXULQJ D@ 5 H\WPLHRGL DIMWH DN OR CODR IVIKH GNRK
UHYHQXHV WR VWDWH DQG ORBB G URNYWHHND PG GW R SHIW\OWRLQX H \
FRQVXPHU VSHQGLQJ DQG KLJK XQHPSOR\PHQW

Figure B-1.Federal and State and Local Expenditures, 1970 -2019
(as a percentage of combined annual expenditures)

Federal expenditures
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Sources: U.S. Bureau of Economic Analysis, State and Looaéi@ment Current Expendituresand Federal
GovernmentCurrent Expendituresetrieved from FRED, Federal Reserve Bank of St. L&dscentage
calculation by Congressional Research Service.

Note: Shadedareas denat years with an economic recession, as identified by the National Bureau of Economic
Research.

TDE@®HD QM® E®HRIIHU PRUH GHWDLO RQ WKH FRPSRVLWLRQ RI UH’
PDMRU FDWHJRULHYV IRU WKH IHGHUDO JRYHUQPHQW DQG WKH J
HDFK VWEKWRHAQBEK®HH VWDWH DQG ORFDO JRYHUQPHQWY GHULYH
UDQJH RI JHQHUDO VRXUFHYV ZKG@RBRG L IHKS FHIEDRP PIQ W B RQ O HAUVH
MXVW RYHU KDOI RI LWV UHFHLSWV IURP WD[HDEHAHLQGLYLGXDC
PHDQZKLOH VKRZV D PQBEHRFRXMORGUHGEEARWLRQ DPRQJ VWDWH

JRYHUQPHQWY DQG RQ RWKHU H[SHQGLWXUHV RI ZKLFK KHDOV
WKH IHGHUDO OHYHO
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Table B-1.Federal and State and Local Revenues by Source, 2017
(as percentages of total revenue)

State Property General Income Federal Other
Tax Sales Tax Taxes Transfers Revenue
Federal 0.0% 0.0% 52.6% n/a 47.4%
All State and Local 13.4% 9.9% 11.2% 18.1% 47.4%
Alabama 5.7% 10.2% 8.6% 22.0% 53.6%
Alaska 11.0% 1.6% 0.6% 24.6% 62.1%
Arizona 11.5% 15.4% 6.7% 23.6% 42.8%
Arkansas 7.1% 14.5% 10.1% 26.1% 42.2%
California 10.3% 8.0% 15.3% 16.4% 50.1%
Colorado 14.0% 12.1% 11.8% 15.9% 46.2%
Connecticut 21.8% 8.6% 17.9% 16.4% 35.4%
Delaware 7.4% 0.0% 11.9% 20.5% 60.2%
District of Columbia 16.2% 9.1% 16.7% 26.7% 31.3%
Florida 14.5% 14.4% 1.2% 15.6% 54.2%
Georgia 13.3% 10.2% 13.1% 17.9% 45.5%
Hawaii 8.7% 17.0% 11.2% 15.2% 47.9%
Idaho 11.3% 10.7% 12.1% 17.9% 48.1%
llinois 19.3% 9.7% 10.9% 15.6% 44.6%
Indiana 11.0% 12.0% 11.3% 24.0% 41.6%
lowa 12.4% 8.6% 10.2% 14.9% 53.9%
Kansas 14.0% 13.4% 8.5% 13.8% 50.3%
Kentucky 8.2% 7.7% 14.4% 26.9% 42.8%
Louisiana 8.1% 16.5% 6.2% 24.9% 44.3%
Maine 19.8% 10.0% 11.8% 21.2% 37.2%
Maryland 13.3% 6.3% 21.0% 19.2% 40.2%
Massachusetts 17.5% 6.5% 17.7% 18.0% 40.2%
Michigan 13.2% 8.6% 10.5% 21.4% 46.4%
Minnesota 12.1% 8.3% 16.6% 16.0% 46.9%
Mississippi 9.3% 10.6% 6.7% 26.0% 47.3%
Missouri 10.4% 10.5% 11.4% 19.6% 48.2%
Montana 14.1% 0.0% 11.0% 27.7% 47.2%
Nebraska 15.3% 9.1% 10.1% 14.1% 51.4%
Nevada 9.5% 17.4% 0.0% 17.7% 55.3%
New Hampshire 31.6% 0.0% 45% 17.2% 46.6%
New Jersey 25.0% 8.2% 13.8% 15.6% 37.4%
New Mexico 6.4% 12.9% 5.5% 28.4% 46.8%
New York 15.0% 8.0% 17.6% 17.6% 41.8%
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State Property General Income Federal Other
Tax Sales Tax Taxes Transfers Revenue

North Carolina 9.7% 10.2% 12.4% 19.8% 48.0%
North Dakota 11.7% 10.4% 3.6% 18.2% 56.2%
Ohio 11.0% 10.8% 10.3% 18.7% 49.2%
Oklahoma 7.7% 12.4% 8.8% 20.4% 50.7%
Oregon 10.6% 0.0% 15.7% 18.5% 55.2%
Pennsylvania 13.1% 7.7% 13.3% 21.6% 44.3%
Rhode Island 19.3% 7.6% 10.4% 21.9% 40.8%
South Carolina 11.4% 7.2% 8.5% 18.7% 54.1%
South Dakota 15.6% 15.8% 0.3% 18.3% 50.0%
Tennessee 9.4% 14.9% 3.1% 19.0% 53.6%
Texas 19.2% 14.6% 0.0% 16.6% 49.6%
Utah 10.0% 10.3% 12.3% 15.7% 51.7%
Vermont 20.3% 4.8% 10.4% 24.9% 39.7%
Virginia 15.2% 5.9% 15.1% 12.9% 50.9%
Washington 11.1% 18.3% 0.0% 15.6% 55.0%
West Virginia 8.7% 6.9% 9.7% 25.9% 48.8%
Wisconsin 14.9% 8.7% 13.6% 19.5% 43.2%
Wyoming 12.5% 6.7% 0.0% 31.8% 49.0%

Sources: Census Bureal2017 State & Loc&overnment Finance Historical Datasets and diadl8sireau of
Economic Analysis\ational Income and Product Accounts
Notes: CRS calculations. State and local government figures draw from Census data, while federal results draw
from Bureau of Economiénalysis data.

Table B-2. Federal and State and Local Expenditures by Function ,2017
(as percentages of total expenditures)

. . . . Defense and Environment Other
State Education Social Services  Transportatio n Public safety and Housing Expenditures
Federal 3.1% 24.2% 2.4% 15.0% 2.3% 53.0%
ﬁ(l)lcsatlate and 27.9% 26.6% 5.9% 7.0% 5.8% 26.8%
Alabama 29.1% 32.3% 5.7% 5.4% 4.3% 23.2%
Alaska 22.2% 22.0% 13.0% 6.5% 6.9% 29.4%
Arizona 26.1% 27.5% 5.2% 9.5% 5.0% 26.7%
Arkansas 30.4% 32.7% 7.9% 5.7% 5.0% 18.4%
California 23.4% 29.1% 3.9% 8.2% 6.1% 29.3%
Colorado 29.1% 19.8% 6.8% 7.2% 7.1% 29.9%
Connecticut 33.3% 15.5% 5.7% 6.2% 5.3% 34.0%
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) . . . Defense and Environment Other

State Education Social Services  Transportatio n Public safety and Housing Expenditures

Delaware 33.6% 25.8% 7.6% 6.8% 5.1% 21.1%
([;E:L:ir?:bg 16.2% 25.0% 2.6% 6.4% 9.6% 40.3%
Florida 24.5% 24.7% 8.4% 10.1% 9.0% 23.4%
Georgia 33.2% 22.6% 6.4% 7.3% 5.9% 24.6%
Hawaii 20.5% 25.6% 7.2% 6.1% 8.6% 31.9%
Idaho 27.5% 26.3% 7.2% 8.8% 8.2% 22.0%
lllinois 26.3% 19.1% 7.4% 7.0% 5.6% 34.6%
Indiana 31.0% 32.9% 4.6% 6.0% 4.9% 20.5%
lowa 31.9% 28.6% 8.2% 4.6% 5.4% 21.3%
Kansas 32.5% 27.6% 6.7% 6.1% 5.0% 22.2%
Kentucky 28.3% 32.6% 5.7% 5.0% 4.7% 23.7%
Louisiana 25.6% 30.0% 6.3% 7.2% 7.2% 23.7%
Maine 28.0% 29.0% 8.2% 6.1% 6.7% 21.9%
Maryland 30.1% 22.1% 5.7% 8.7% 8.1% 25.2%
Massachusetts 25.3% 27.7% 4.9% 5.5% 5.7% 30.9%
Michigan 31.5% 27.0% 5.0% 6.5% 6.0% 23.9%
Minnesota 29.3% 26.7% 7.9% 5.5% 6.8% 23.8%
Mississippi 27.4% 36.0% 6.2% 5.5% 4.3% 20.5%
Missouri 28.1% 28.8% 4.9% 6.7% 5.8% 25.6%
Montana 27.4% 25.9% 8.6% 6.9% 7.0% 24.1%
Nebraska 32.0% 18.2% 7.3% 5.6% 5.0% 31.9%
Nevada 26.0% 20.9% 9.1% 10.6% 6.4% 27.0%
New Hampshire 33.3% 20.9% 6.4% 7.6% 5.4% 26.4%
New Jersey 33.6% 21.1% 4.6% 6.5% 4.8% 29.3%
New Mexico 27.9% 32.0% 4.1% 7.4% 5.2% 23.5%
New York 24.8% 27.2% 4.3% 6.3% 4.9% 32.6%
North Carolina 29.6% 31.4% 5.9% 7.1% 5.5% 20.5%
North Dakota 28.2% 16.9% 17.0% 5.8% 8.3% 23.8%
Ohio 28.1% 28.9% 5.1% 6.3% 5.2% 26.4%
Oklahoma 30.6% 26.4% 8.0% 7.1% 5.1% 22.7%
Oregon 26.0% 27.9% 5.0% 7.2% 5.8% 28.2%
Pennsylvania 28.8% 29.4% 7.1% 5.9% 4.9% 24.0%
Rhode Island 27.2% 26.8% 4.3% 8.0% 5.5% 28.2%
South Carolina 30.2% 32.1% 5.7% 5.5% 4.8% 21.7%
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South Dakota 30.6% 18.9% 13.0% 6.2% 8.1% 23.3%
Tennessee 24.7% 27.9% 4.6% 6.7% 5.3% 30.8%
Texas 34.2% 24.0% 7.0% 7.1% 4.4% 23.3%
Utah 33.1% 22.4% 7.4% 5.6% 5.4% 26.0%
Vermont 35.3% 27.7% 8.3% 5.9% 5.5% 17.3%
Virginia 32.5% 23.4% 7.5% 8.1% 5.8% 22.7%
Washington 27.3% 25.2% 6.1% 6.5% 7.3% 27.7%
West Virginia 29.5% 31.5% 6.9% 5.1% 5.3% 21.7%
Wisconsin 29.3% 20.4% 8.8% 3.0% 1.1% 37.5%
Wyoming 30.1% 8.5% 6.7% 2.2% 1.9% 50.6%

Sources: Census Burealg017 State & Local Government Finance Historical Datasets arantaDiéise of
Management and Budgeétistorical TaldeTable 3.2

Notes: CRS calculations. State and local government figures draw from Census data, while federal results draw
from Office of Management and Budget data. State and local figures taken from calendar year 2017, while federal
figures are from fiscal year 2017.
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